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The EU-case of Swedish rents

FACT SHEET FROM 

THE SWEDISH UNION OF TENANTS

	Negotiation, not  regulation In Sweden landlords and tenants are free to negotiate the level of rents. If no agreement can be reached the rent will be set at a level deemed fair by rent tribunals and courts of law. In the majority of cases the rent is set on the basis of a general assessment of a fair rent level.
In determining the level considered fair a comparison can be made with apartments which are deeded comparable on the basis of utility value. This is done only when there are housing units that are comparable. The comparative value is based on housing units in the municipal housing company (MHC). The rent in privately owned housing may not be” manifestly higher”. This is called the rent ceiling. In practice this usually means that the rent level can be 5 % higher. 

Public non-profit housing Most municipalities own public utility housing companies. Their main purpose is not to make a profit for the owners and the profits made represent a yield on capital to provide security for the future. The MHCs play a social role. They should be able to provide decent housing at a reasonable cost. They promote social integration among different social groups since there is no upper income level for those wishing to rent an apartment. In many cases they provide other municipal services as well as acting as housing companies.
 Complaint to the Commission The European Property Federation in cooperation with the Swedish Property Owners Federation has
	filed a complaint to the European Commission maintaining that MHCs receive a state subsidy which leads to unacceptably low rents in public housing. Due to the rent ceiling this affects rents in the private rental housing. 
Municipal guarantees The complaint holds that MHCs have lower credits because of municipal guarantees and municipal ownership. The claimed subsidies amount to 2 148m SEK per annum .
The truth is that public housing companies have higher capital costs per square metre while their loan liabilities are lower than the liabilities of the private landlords. 
Excessive Yield Demands Around ¾ of the state subsidy named – 9 309mSEK – consists of unreasonable by low yield demands on the capital assets of the MHCs according to the European Property Federation. According to the plaintiffs the yield should be set at 9.3%.  Since the yield is lower, this in effect constitutes a public subsidy according to the plaintiffs. 
The claims made by the plaintiffs raise a number of important issues one of which is the grounds for calculating the yield on capital. This is set at very high level – 9.3% - and that even by normal commercial standards. There are several faults int their study. 
Higher rents in private tenancies Private landlords have the right to set rents at 5 – 10 % above the level for comparable units in the municipal housing sector. Rents in the private sector are higher than they are in MHCs.


	Rents in MHCs should not be used in a comparison in rent tribunals if these rents are under priced. The private landlords can run profitable businesses. 
This is set at very high level – 9.3% - and that even by normal commercial standards. There are several faults in their study. 

Governmental inquiry The social democratic government initiated in 2005 an inquiry that was to investigate how MHCs and the rent ceiling could be made compatible with EC law. The new conservative government (which had promised not to undertake changes in rental law that would raise rents) changed the mission of the inquiry: it should come with suggestions as to how to make MHCs more commercial and how to do away with the rent ceiling under the pretext that this is what EC law demands. According to the Ministerof Housing Mats Odell a commission decision might force Sweden to turn MHCs into social housing with fixed income limits and that EC law might oblige Sweden to do away with the rent ceiling. In June 2007 the inquiry presented a preliminary report proposing that rent ceiling should be taken away and market rents introduced during 5 years, that there should be no social mission for MHCs and that they should be run on a commercial basis.

The Swedish Tenants Union  investigation
The SUT initiated a number of reports that showed that the basis of the complaint had big faults in their assumptions. Leigh Hancher, professor of EC law at the Univ. of Tilburg showed that there was no system of Swedish state aid to MHCs. She also pointed out that if there is illegal state aid this has to be established on a case by case/ company by company basis and that there is an esctablished and elaborate procedure for this. The implication is that the private landlords to prove their case will have to file several hundred complaints.

	Present situation An article in Swedish newspaper Dagens Nyheter presented a few days later an interview with the head of the Commission unit handling the Swedish case saying that EU law does not force Sweden to do away with rent ceiling and introduce market rents and that the Commission prefers a solution in Sweden. There are also indications that the inquiry might have based its preliminary report on false assumptions. 

 

	








